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for the treatment of preferred stock re-
ceived in certain exchanges for com-
mon or preferred stock described in
section 351(g)(2)(C)(i)(II).

[T.D. 6500, 25 FR 11607, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8904,
65 FR 58650, Oct. 2, 2000]

§ 1.351–3 Records to be kept and infor-
mation to be filed.

(a) Every person who received the
stock or securities of a controlled cor-
poration, or other property as part of
the consideration, in exchange for
property under section 351, shall file
with his income tax return for the tax-
able year in which the exchange is con-
summated a complete statement of all
facts pertinent to such exchange, in-
cluding—

(1) A description of the property
transferred, or of his interest in such
property, together with a statement of
the cost or other basis thereof, ad-
justed to the date of transfer.

(2) With respect to stock of the con-
trolled corporation received in the ex-
change, a statement of—

(i) The kind of stock and preferences,
if any;

(ii) The number of shares of each
class received; and

(iii) The fair market value per share
of each class at the date of the ex-
change.

(3) With respect to securities of the
controlled corporation received in the
exchange, a statement of—

(i) The principal amount and terms;
and

(ii) The fair market value at the date
of exchange.

(4) The amount of money received, if
any.

(5) With respect to other property re-
ceived—

(i) A complete description of each
separate item;

(ii) The fair market value of each
separate item at the date of exchanges;
and

(iii) In the case of a corporate share-
holder, the adjusted basis of the other
property in the hands of the controlled
corporation immediately before the
distribution of such other property to
the corporate shareholder in connec-
tion with the exchange.

(6) With respect to liabilities of the
transferors assumed by the controlled
corporation, a statement of—

(i) The nature of the liabilities;
(ii) When and under what cir-

cumstances created;
(iii) The corporate business reason

for assumption by the controlled cor-
poration; and

(iv) Whether such assumption elimi-
nates the transferor’s primary liabil-
ity.

(b) Every such controlled corporation
shall file with its income tax return for
the taxable year in which the exchange
is consummated—

(1) A complete description of all the
property received from the transferors.

(2) A statement of the cost or other
basis thereof in the hands of the trans-
ferors adjusted to the date of transfer.

(3) The following information with
respect to the capital stock of the con-
trolled corporation—

(i) The total issued and outstanding
capital stock immediately prior to and
immediately after the exchange, with a
complete description of each class of
stock;

(ii) The classes of stock and number
of shares issued to each transferor in
the exchange, and the number of shares
of each class of stock owned by each
transferor immediately prior to and
immediately after the exchange, and

(iii) The fair market value of the cap-
ital stock as of the date of exchange
which was issued to each transferor.

(4) The following information with
respect to securities of the controlled
corporation—

(i) The principal amount and terms of
all securities outstanding immediately
prior to and immediately after the ex-
change,

(ii) The principal amount and terms
of securities issued to each transferor
in the exchange, with a statement
showing each transferor’s holdings of
securities of the controlled corporation
immediately prior to and immediately
after the exchange,

(iii) The fair market value of the se-
curities issued to the transferors on
the date of the exchange, and

(iv) A statement as to whether the
securities issued in the exchange are
subordinated in any way to other
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claims against the controlled corpora-
tion.

(5) The amount of money, if any,
which passed to each of the transferors
in connection with the transaction.

(6) With respect to other property
which passed to each transferor—

(i) A complete description of each
separate item;

(ii) The fair market value of each
separate item at the date of exchange,
and

(iii) In the case of a corporate trans-
feror, the adjusted basis of each sepa-
rate item in the hands of the controlled
corporation immediately before the
distribution of such other property to
the corporate transferor in connection
with the exchange.

(7) The following information as to
the transferor’s liabilities assumed by
the controlled corporation in the ex-
change—

(i) The amount and a description
thereof,

(ii) When and under what cir-
cumstances created, and

(iii) The corporate business reason or
reasons for assumption by the con-
trolled corporation.

(c) Permanent records in substantial
form shall be kept by every taxpayer
who participates in the type of ex-
change described in section 351, show-
ing the information listed above, in
order to facilitate the determination of
gain or loss from a subsequent disposi-
tion of stock or securities and other
property, if any, received in the ex-
change.

EFFECTS ON SHAREHOLDERS AND
SECURITY HOLDERS

§ 1.354–1 Exchanges of stock and secu-
rities in certain reorganizations.

(a) Section 354 provides that under
certain circumstances no gain or loss is
recognized to a shareholder who sur-
renders his stock in exchange for other
stock or to a security holder who sur-
renders his securities in exchange for
stock. Section 354 also provides that
under certain circumstances a security
holder may surrender securities and re-
ceive securities in the same principal
amount or in a lesser principal amount
without the recognition of gain or loss
to him. The exchanges to which section
354 applies must be pursuant to a plan

of reorganization as provided in section
368(a) and the stock and securities sur-
rendered as well as the stock and secu-
rities received must be those of a cor-
poration which is a party to the reor-
ganization. Section 354 does not apply
to exchanges pursuant to a reorganiza-
tion described in section 368(a)(1)(D)
unless the transferor corporation—

(1) Transfers all or substantially all
of its assets to a single corporation,
and

(2) Distributes all of its remaining
properties (if any) and the stock, secu-
rities and other properties received in
the exchange to its shareholders or se-
curity holders in pursuance of the plan
of reorganization. The fact that prop-
erties retained by the transferor cor-
poration, or received in exchange for
the properties transferred in the reor-
ganization, are used to satisfy existing
liabilities not represented by securities
and which were incurred in the ordi-
nary course of business before the reor-
ganization does not prevent the appli-
cation of section 354 to an exchange
pursuant to a plan of reorganization
defined in section 368(a)(1)(D).

(b) Except as provided in section 354
(c) and (d), section 354 is not applicable
to an exchange of stock or securities if
a greater principal amount of securi-
ties is received than the principal
amount of securities the recipient sur-
renders, or if securities are received
and the recipient surrenders no securi-
ties. See, however, section 356 and reg-
ulations pertaining to such section.
See also section 306 with respect to the
receipt of preferred stock in a trans-
action to which section 354 is applica-
ble.

(c) An exchange of stock or securities
shall be subject to section 354(a)(1)
even though—

(1) Such exchange is not pursuant to
a plan of reorganization described in
section 368(a), and

(2) The principal amount of the secu-
rities received exceeds the principal
amount of the securities surrendered or
if securities are received and no securi-
ties are surrendered—

if such exchange is pursuant to a plan
of reorganization for a railroad cor-
poration as defined in section 77(m) of
the Bankruptcy Act (11 U.S.C. 205(m))
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